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IRELAND: KEY ECONOMIC INDICATORS 


All values are in Irish pounds a Year % Change 


1981 1980/81 
Average exchange rate Irish £1 A $1.62 


INCOME, PRODUCTION, EMPLOYMENT 
GNP Current Prices 

GNP Constant (1975) Prices 
Per pita GNP Current Prices 
Priv Consumer Expenditure 
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BALANCE OF PAYMENTS AND TRAD 


Gold & For. Exch. Reserves (D 75m 346m 1473m 
\ 


External Gov. Debt 3725m 
Current Account (-) > Tn 5m 1310m* 
Balance of Trade (-) ; n Om 1728m* 
Exports 499m 11 31m 4846m* 
US Share (%) 6.3 
Imports 4816m 5419m 6574m* 
US Share (%) 2 Biel Ait 


Main US Exports to Ireland (according to Irish trade statistics 1980): 
office machines and automatic data processing equipment and components 
(IZ101m); electrical machinery (I£43m); general (non-electric) machinery 
(I£27m); miscellaneous manufactures (I1£25m); feedstuffs (primarily soya) 
(I£25m). 


Main US Imports from Ireland (according to Irish trade statistics 1980): 
non-metallic mineral manufactures (glassware) (I£2lm); semi-conductors and 
other electrical products (I£18m); casein (I1£14m); organic chemicals 


Igl4m); beverages (I£l12m); professional, scientific and controlling 
apparatus (medical, surgical, veterinary) (I£1llm). 


* Estimate; m - million; n.a. - not available; ** Jan-Nov. 1981. 





SUMMARY: 


Ireland, in common with most Western European countries, suffered from slow 
growth and rising unemployment in 1980 and 1981. Gross National Product 
(GNP) is estimated to have grown by only slightly over one percent in each of 
the two years. Unemployment by the beginning of 1982 had crept up to over 
eleven percent of the labor force. The consumer price index was 20 percent 
higher on average in 1981 than in 1980. Growing imports and disappointing 
agricultural exports contributed to a record balance of payments deficit in 
1981 despite an encouraging increase in industrial exports. 


Early forecasts for 1982 predict another year of little or no real economic 
growth. The Irish economy is unusually open and dependent on trade, anda 
real recovery can come about only with an improvement in the international 
economic situation. Some improvement in the economic performance of 
Ireland's major trading partners is predicted for the latter part of 1982, 
and export demand should be somewhat stronger than last year, but the 
improvement will be gradual and will not make a major impact for most of the 
year. 


Domestic policy is severely constrained by the open nature of the economy, by 
high inflation and by the large budget and trade deficits. Because of the 
selection of a new government following late February elections, no 1982 
budget has been presented as of the time of preparing this report. Although 
there are strong pressures on the government to increase employment, fiscal 
policy will probably be neutral or only slightly expansionary. Under these 
conditions, real economic growth will be very small, unemployment will 
increase further, while inflationary pressures -- depending in part on the 
Shape of the budget -- may ease slightly. 


Trade with the United States grew at a healthy rate in 1981, in large part 
because American firms in Ireland increased imports of components for 
processing and reshipment. U.S. exports to Ireland grew by some 25 percent 
in dollar terms and exceeded one billion dollars for the first time. Despite 
the relatively low rate of market growth foreseen for 1982, there are good 
sales prospects for American goods in a number of areas, including 
government-supported capital projects, manufacturing investment and 
components and consumer goods. 


Irish government incentives and a convenient location within the European 
Economic Community have continued to attract American investment. Total U.S. 
manufacturing investment in Ireland is about two billion dollars, and U.S. 
firms are also well represented in banking and services. Special 
encouragement is given to industries with good development potential such as 
electronics and health care. 





I. CURRENT ECONOMIC TRENDS IN IRELAND 


A) Adverse Conditions Persist in 1981: Fairly accurate estimates of 1981 
economic performance are now possible. Real growth of Gross National Product 
is estimated at 1-1.5 percent, or the same as in 1980. The Irish economy is 
small and heavily dependent on trade -- exports and imports together are 
greater than GNP -- and Ireland has been severely affected by external 
economic factors. Slow growth in Ireland's principal trading partners, and 
especially in the United Kingdom (which takes 40 percent of Irish exports), 
has dampened export performance. 


Ireland's terms of trade deteriorated by about three percent in 1981. The 
cumulative terms of trade loss in the past three years is estimated at 13 
percent. This loss of relative purchasing power has meant that GNP adjusted 
for changes in the terms of trade has actually fallen in each of the last 
three years -- marginally in 1979 and 1981 but by an estimated 2.4 percent in 
1980. The deterioration in the terms of trade has been due in part to the 
surge of energy costs and to the strength of the U.S. dollar and British 
pound. Rises in import costs were moderating by the end of the year, however. 


Industrial production in 1981 recovered moderately (3 percent in volume) 
after a decline in 1980. Indicators for the final months of the year were 
uneven and did not show a clear trend. Industrial exports have performed 
well in the face of depressed external conditions, increasing by about nine 
percent in volume for the year. Growth of manufactured exports was highly 
concentrated in electronics and chemicals, reflecting the growing number of 
foreign investments in these areas. 


Gross agricultural output declined by about two percent in 1981, partly as a 
result of destocking of livestock in 1980. The volume of agricultural 
exports declined by about 12 percent, primarily because of a sharp-drop in 
Sales of cattle, beef and other meat. Farm incomes, which dropped sharply in 
1979 and 1980 as a result of rising input prices and stagnant output prices, 
increased roughly in line with the inflation rate this year. 


On the expenditure side of real GNP, both private consumer expenditure and 
public consumption showed little or no change. Investment grew by six 
percent, with all growth coming in public investment. Private investment was 
down for the second year ina row. 


The modest increase in GNP can be credited to expansive government spending 
and was achieved at the cost of a rapidly increasing government budget 
deficit. Despite new taxes introduced at mid-year, the government borrowing 
requirement to cover the budget deficit. reached 1,722 million Irish pounds or 
17 percent of GNP. This volume of deficit spending contributed to the 
deterioration in the balance of trade. The growing trade deficit caused the 
balance of payments deficit on current account to expand from 700 million 
pounds in 1980 to an estimated deficit of 1,300 million pounds in 1981. 





External factors, combined with rising domestic costs and new taxes, resulted 
in a rise of the consumer price index of a bit over 20 percent in 1981. 
Wholesale prices rose by an estimated 18 percent. 


Perhaps the most serious economic trend was the steady rise in unemployment. 
Ireland has a young and growing work force; in addition, there is a 
persistent trend out of agriculture of 4-5,000 people per year. With 
employment in services growing only slightly and manufacturing employment 
down in 1981, the numbers of unemployed grew steadily to over 11 percent of 
the labor force. 


There has been considerable speculation in recent years that there may be 
substantial off-shore oil and gas reserves in Irish waters. Drilling over 
the past several years has found hydrocarbon traces but no proven commercial 
finds since a small gas field was discovered off Kinsale Head on the south 
coast in 1971. Eight off-shore wells were drilled in 1981 and at least three 
showed hydrocarbon traces, but in view of the often-fractured geological 
formations and deep and difficult waters involved, commercial potential 
remains unproven. More drilling is scheduled for next year, but even if a 
commercial deposit is found, it would be several more years before production 
could begin. It would be premature to count on hydrocarbon production as a 
factor in the Irish economy. In the meantime, despite some production of 
peat and low-quality coal and gas output in 1981 of about 150,000 mcfd from 
the Kinsale field, Ireland remains heavily dependent on imported oil. 


B) Poor Outlook for 1982: The economic outlook for 1982 is somewhat 
obscured by recent political developments. The parliamentary defeat of an 
austere budget in January caused the fall of the then government and led to 
general elections in late February. The former opposition Fianna Fail party 
has now formed a government which must rely on the support of several 
independent and minor party deputies for a majority. Fianna Fail has not yet 
submitted a budget, so the direction of economic policy is not entirely 
clear. Fianna Fail pledged during the election to seek to reduce the budget 
deficit by adopting most of the revenue measures proposed in the defeated 
budget but also made commitments which will presumably lead to some increases 
in expenditure. 


The election took place against a backdrop of pessimistic economic 

forecasts. Ireland's Economic and Social Research Institute (ESRI) has based 
its predictions for 1982 on OECD forecasts of a slight improvement in general 
growth in the industrialized West, with the improvement coming mostly in the 
second half of the year. Assuming fiscal policies similar to those of the 
defeated budget, the ESRI's most recent forecast predicts a drop in private 
consumer expenditure, no change in public consumption or investment, a seven 
percent increase in the volume of exports, and a marginal decline in real 
GNP. Higher taxes on consumption are expected to keep the inflation rate at 
around 18 percent despite a weakening of external price pressures. Little 
change is predicted in total employment, with new entrants to the labor force 
adding to the number of the unemployed. 





Te set 


The new Government's options in facing this unhappy outlook are very 
limited. In a small, open economy such as Ireland's, increases in government 
spending may be more successful in increasing imports than in stimulating the 
domestic economy. The austere budget defeated in January would have reduced 
the budget and balance of payments deficits slightly in current value terms, 
but the deficits would have remained substantial. The new Government will 
probably follow policies which are at least somewhat more expansionary than 
by the defeated Government. This may result in a somewhat 
ook _for GNP and oo growth, but at a likely cost of higher 
of yments deficits. 
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exporter's task will be complicated by the sharp appreciation of the 
in recent months The Irish pound declined from a high of IR£l = 
in mid-1980 to a 1 of IR£1 = $1.42 in mid 1981. The pound recovered 
ittle during the ter part of the year but at IR£1 = $1.50 still stands 
below previous levels The United Kingdom, which supplies about 50 
percent of Ireland's imports, has shown a similar appreciation in its 
currency. Other members of the EMS whose currencies have remained relatively 
stable against the Irish pound may well prove to be the U.S.'s toughest trade 
competitors if the dollar remains strong. 
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Among government-financed major investment projects, a five-year master plan 
envisaging the almost total renovation.of the national telecommunications 
network offers outstanding export opportunities. In addition to large scale 
separate projects, e.g. an earth satellite station and microwave transmission 
links, this project provides many smaller sales opportunities for all types 
of ancillary equipment, such as metering and test equipment. The market for 
specialized telecommunications construction and on-site repair equipment 
should also be good. Frequently, consultancies are also available in such 
major projects. 


Energy-related investments provide especially good opportunities for 
exporters in 1982. Ireland's Electricity Supply Board (ESB) is expanding its 
coal-fired generating capacity. U.S. coal exporters have already signed 
long-term contracts to supply the ESB with one million tons a year of steam 
coal beginning in 1985. The ESB is actively testing alternate energy 
technologies and is interested in new developments in solar power, wind 
generating systems and bio mass. 


The Irish government is contracting for natural gas pipelines to bring gas 

from the offshore Kinsale Head field near Cork to Dublin and possibly other 
towns. Equipment will be needed not only for the expanded pipeline system 

but also for modernizing outdated urban gas systems. A number of companies 
are stepping up exploration for hydrocarbons, especially offshore. 


Other large-scale projects now underway or under consideration include the 
improvement of intra-city transport in Dublin, improvement/replacement of 
railroad equipment, and extensive harbor and road development. Consumer 
goods, automotive tools and supplies, and construction and materials handling 
equipment are among many other areas where long-term market prospects are 
favorable. The Irish have discovered the United States as a vacation land 
and there are good, long-term prospects in sales of tourist services. 


On the agricultural front, animal feeds (especially soybean meal) and raw 
cotton are the largest U.S. exports to Ireland. With rising living standards 
and urbanization over the past decade, sales prospects for consumer food 
items have improved. American wines have made significant inroads in the 
Irish market. 


B) Encouragement of Foreign Investment Remains Strong: Successive Irish 
governments have strongly encouraged foreign investment . More than 200 


American firms have begun manufacturing projects in Ireland since 1960 and 
the number continues to rise. Total U.S. investment in the manufacturing 
sector is estimated at just over $2 billion, about half of all foreign fixed 
investment in Ireland. A number of American banks and service companies are 
also represented in Ireland. U.S. investors are prominent in a wide variety 
of areas including pharmaceuticals, electronics, textiles and automobile 
production, and in non-manufacturing areas such as banking and hydrocarbon 
exploration and development. 
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Many U.S. businessmen find Ireland an attractive location within the EC 
customs area in which to manufacture for the European Community market. The 
availability of a reasonably well-trained, English-speaking workforce and 
acceptable wage costs have been important factors. The government has 
aggressively sought to attract export-oriented foreign manufacturing and 
service industries which have high value-added content and good long-term 
growth prospects. An imaginative financial incentive program includes 
capital grants and a corporate income tax of only 10 per cent for all 
manufacturing firms. Ireland has recently increased the financial incentives 
for prospective service industries by making available grants based on the 
employment content of new projects rather than their capital content which is 
generally lower than that of manufacturing firms. 


Most foreign investors, especially U.S. firms, have experienced relatively 
little time lost due to in-house strikes. Strikes in key service areas, 
however, have sometimes proved disruptive. Wage negotiations over the past 
ten years have taken place under the framework of nation-wide bargaining 
between unions, an organization representing employers and the government. 
These National Wage Understandings have generally been credited with reducing 
the number of industrial strikes, but they have also in recent years resulted 
in fairly high across-the-board wage increases. Negotiations to renew the 
National Wage Understanding in late 1981 were unsuccessful as union efforts 
to compensate workers for inflation and employers' attempts to maintain 
international competitiveness left a wide gap in positions. MThere was 
initially widespread apprehension that a return to negotiations at industry 
and firm levels would lead to an upsurge in labor disputes, but experience in 
the past few months has been moderately reassuring. 





